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TI TLE 26- -1 NTERNAL REVENUE

CHAPTER | - - | NTERNAL REVENUE SERVI CE, DEPARTMENT OF THE TREASURY
( CONTI NUED)

COVPUTATI ON OF TAXABLE | NCOME- - Tabl e of Contents
Sec. 1.79-3 Determ nation of amunt equal to cost of group-termlife insurance.

(a) In general. This section prescribes the rules for deternining
the amobunt equal to the cost of group-termlife insurance on an
enpl oyee's life which is to be included in his gross incone pursuant to
the rule of inclusion set forth in section 79(a). Such anount is
determ ned by--

(1) Computing the cost of the portion of the group-termlife
i nsurance on the
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enployee's life to be taken into account (determined in accordance with
the rules set forth in paragraph (b) of this section) for each "~ period
of coverage'' (as defined in paragraph (c) of this section) and
aggregating the costs so determ ned, then

(2) Reduci ng the ampbunt determ ned under subparagraph (1) of this
par agr aph by the ampunt determined in accordance with the rules set
forth in paragraph (e) of this section, relating to the anmount paid by
the enpl oyee toward the purchase of group-termlife insurance.

(b) Determ nation of the portion of the group-termlife insurance on
the enmployee's life to be taken into account. (1) For each " period of
coverage'' (as defined in paragraph (c) of this section), the portion of
the group-termlife insurance to be taken into account in conputing the
anount includible in an enployee's gross incone for purposes of
paragraph (a)(1) of this section is the sum of the proceeds payabl e upon
the death of the enpl oyee under each policy, or portion of a policy, of
group-termlife insurance on such enployee's |life to which the rule of
i nclusion set forth in section 79(a) applies, |ess $50,000 of such
i nsurance. Thus, the ampunt of any proceeds payabl e under a policy, or
portion of a policy, which qualifies for one of the exceptions to the
rul e of inclusion provided by section 79(b) is not taken into account.
For the regulations relating to such exceptions to the rule of
i nclusion, see Sec. 1.79-2.

(2) For purposes of making the computation required by subparagraph
(1) of this paragraph in any case in which the amobunt payabl e under the
policy, or portion thereof, varies during the period of coverage, the
anount payabl e under such policy during such period is considered to be
the average of the anpunt payabl e under such policy at the begi nning and
the end of such period.

(3)(i) For purposes of making the conputation required by
subpar agraph (1) of this paragraph in any case in which the anmount



payabl e under the policy is not payable as a specific anobunt upon the
death of the enployee in full discharge of the liability of the insurer
and such form of paynent is not one of alternative nethods of payment,

t he ampunt payabl e under such policy is the present value of the
agreement by the insurer under the policy to make the payments to the
beneficiary or beneficiaries entitled to such anmounts upon the

enpl oyee' s death. For each period of coverage, such present value is to
be determined as if the first and | ast day of such period is the date of
deat h of the enpl oyee.

(ii) The present value of the agreenment by the insurer under the
policy to nmake paynents shall be determ ned by the use of the nortality
tables and interest rate enployed by the insurer with respect to such a
policy in calculating the amount held by the insurer (as defined in
section 101(d)(2)), unless the Comm ssioner otherw se deternines that a
particular nortality table and interest rate, representative of the
nortality table and interest rate used by conmercial insurance conpanies
with respect to such policies, shall be used to determ ne the present
val ue of the policy for purposes of this subdivision.

(iii) For purposes of making the conmputation required by subdivision
(i) of this subparagraph in any case in which it is necessary to
deternmi ne the age of an enpl oyee's beneficiary and such beneficiary
remai ns the same (under the policy, or the portion of the policy, with
respect to which the determ nation of the present val ue of the agreenent
of the insurer to pay benefits is being made) for the entire period
during the enployee's taxable year for which such policy is in effect,
the age of such beneficiary is such beneficiary's age at his nearest
bi rt hday on June 30th of the cal endar year

(iv) If the policy of group-termlife insurance on the enployee's
life is such that the present value of the agreenent by the insurer
under the policy to pay benefits cannot be determined by the rules
prescribed in this subparagraph, the taxpayer may submit with his return
a conmputation of such present value, consistent with the actuarial and
ot her assunptions set forth in this subparagraph, show ng the
appropriate factors applied in his case. Such conputation shall be
subject to
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the approval of the Comm ssioner upon exam nation of such return

(c) Period of coverage. For purposes of this section, the phrase
““period of coverage'' neans any one cal endar nonth period, or part
t hereof, during the enployee's taxable year during which the enployee is
provi ded group-termlife insurance on his Iife to which the rule of
i nclusion set forth in section 79(a) applies. The phrase " part
thereof'' as used in the preceding sentence nmeans any continuous peri od
which is less than the one cal endar nonth period referred to in the
precedi ng sentence for which prem unms are charged by the insurer

(d) The cost of the portion of the group-termlife insurance on an
enpl oyee's life. (1) This paragraph sets forth the rules for determ ning
the cost, for each period of coverage, of the portion of the group-term
life insurance on the enployee's life to be taken into account in
conmputing the amount includible in the enployee's gross incone for
pur poses of paragraph (a)(1) of this section. The portion of the group-
termlife insurance on the enployee's life to be taken into account is
deternmined in accordance with the provisions of paragraph (b) of this
section. Table I, which is set forth in subparagraph (2) of this
par agraph, determ nes the cost for each $1,000 of such portion of the



group-termlife insurance on the enployee's life for each one-nonth

peri od. The cost of the portion of the group-termlife insurance on the

enpl oyee's life for each period of coverage of one nonth is obtained by

mul ti plying the nunber of thousand dollars of such insurance conputed to
the nearest tenth which is provided during such period by the

appropriate amount set forth in Table I. In any case in which group-term
life insurance is provided for a period of coverage of |ess than one
nont h, the amount set forth in Table | is prorated over such period of
cover age.

(2) For the cost of group-termlife insurance provided after June
30, 1999, the following table sets forth the cost of $1,000 of group-
termlife insurance provided for one nonth, conputed on the basis of 5-
year age brackets. See 26 CFR 1.79-3(d)(2) in effect prior to July 1
1999, and contained in the 26 CFR part 1 edition revised as of April 1,
1999, for a table setting forth the cost of group-termlife insurance
provi ded before July 1, 1999. For purposes of Table |, the age of the
enpl oyee is the enployee's attained age on the | ast day of the
enpl oyee' s taxabl e year

Table |I.--Uniform Prem uns for $1,000 of G oup-Term Life Insurance
Protection

Cost per
$1, 000 of
5-year age bracket protection
for one
nont h
Under 25, . . . $0. 05
25 10 29, . 06
30 10 B4 . 08
35 10 B0, . 09
A0 0 A4, 10
A5 10 4. . 15
B0 t0 B4, . 23
B 10 5. . 43
B0 L0 B4, .. . 66
B 10 B9, ... 1.27
70 and above. . ... ... 2.06

(3) The net prem um cost of group-termlife insurance as provided in
Tabl e | of subparagraph (2) of this paragraph applies only to the cost
of group-termlife insurance subject to the rule of inclusion set forth
in section 79(a). Therefore, such net premi umcost is not applicable to
the determ nation of the cost of group-termlife insurance provided
under a policy which is not subject to such rule of inclusion

(e) Effective date--(1) Ceneral effective date for table. Except as
provi ded in paragraph (e)(2) of this section, the table in paragraph
(d)(2) of this section is applicable July 1, 1999. Until January 1
2000, an enployer may calculate inputed income for all its enployees
under age 30 using the 5-year age bracket for ages 25 to 29.

(2) Effective date for table for purposes of Sec. 1.79-0. For a
policy of life insurance issued under a plan in existence on June 30,
1999, which would not be treated as carried directly or indirectly by an
enpl oyer under Sec. 1.79-0 (taking into account the Table | in effect on
that date), until January 1, 2003, an enployer nmay use either the table



in paragraph (d)(2) of this section or the table in effect prior to July
1, 1999 (as described in paragraph (d)(2) of this section) for
determining if the policy is carried directly or indirectly by the

enpl oyer.
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(f) Anpunt paid by the enployee toward the purchase of group-term
life insurance. (1) Except as otherw se provided in subparagraph (2) of
this paragraph, if an enployee pays any anount toward the purchase of
group-termlife insurance provided for a taxable year which is subject
to the rule of inclusion set forth in paragraph (a)(2) of Sec. 1.79-1
the sum of all such amounts is the amount referred to in section
79(a) (2) and paragraph (a)(2) of this section. The rule of the preceding
sentence applies even though the paynents made by the enpl oyee are made
with respect to a period of coverage during which no portion of the
group-termlife insurance on his life is taken into account under
par agraph (b)(1) of this section.

(2) I'n determning the amunt paid by the enployee for purposes of
section 79(a)(2) and paragraph (a)(2) of this section, there is not
taken into account any anmounts paid by the enployee for group-termlife
i nsurance provided (or to be provided) for a different taxable year
(other than anpunts applicable to regular pay periods extending into the
next taxable year). Thus, for exanmple, if part of an enployee's paynent
during a taxable year represents a prepaynent for insurance to be
provi ded after his retirement, such part does not reduce the anmount
includible in his gross incone for the current taxable year
Furthernore, in determ ning such anobunt, there is not taken into account
any anount paid by an enployee toward the purchase of group-termlife
i nsurance which qualifies for one of the exceptions described in section
79(b). The ampunt paid by an enpl oyee toward the purchase of group-term
life insurance which qualifies for one of the exceptions described in
section 79(b) is determ ned under the rules of paragraph (a)(2) of
Sec. 1.79-2.

(3) If paynents are made by the enpl oyer and his enpl oyees to
provi de group-term|life insurance which is subject to the rule of
i nclusion set forth in section 79(a) as well as to provide other
benefits for the enployees, and if the anpunt paid by the enpl oyee
toward the purchase of such insurance cannot be determ ned by the
provisions of the policy or plan under which such benefits are provided,
then the determ nation of the portion of the cost of group-termlife
i nsurance (conputed in accordance with the provisions of this section)
which is attributable to the contributions of the enployee shall be nade
in accordance with the provisions of this subparagraph. The anount paid
by the enpl oyee toward the purchase of all the group-termlife insurance
on his Iife for his taxable year (or for the portion of his taxable year
if such portion is the basis of the conputation) under such group policy
shall be an anmount determned first by ascertaining the total anount
paid by all enployees who are covered for nmultiple benefits which is
all ocabl e toward the purchase of group-termlife insurance on their
lives for the year, and then by ascertaining the pro rata portion of
such total anount attributable to the individual enployee. The tota
anount paid by all enployees who are covered for nultiple benefits which
is allocable toward the purchase of group-termlife insurance on their
lives with respect to such year shall be an amunt which bears the sanme
ratio to the total amount paid by all enployees for multiple benefits
with respect to such year as the aggregate prenm unms paid to the insurer



for group-termlife insurance on such enployees' lives with respect to
such year bears to the aggregate premuns paid to the insurer for such
mul tiple benefits with respect to such year. The pro rata portion of
such total amount attributable to the individual enployee for the cost
of group-termlife insurance on his life shall be an anount which bears
the sane ratio to the total amount paid by all enployees which is

al l ocabl e toward the purchase of group-terminsurance on their lives
with respect to such year as the amount of group-term/life insurance on
the life of the enployee at a specified time during the year, as

determ ned by the enployer, bears to the total amount of group-termlife
i nsurance on the lives of all enployees insured for such nultiple
benefits at such tine.

(g) Effect of provision of other benefits--(1) In general. This
paragraph di scusses the effect of the provision of certain benefits
other than group-termlife insurance on the |ife of the enployee if the
provi sion of such benefits is contingent upon the underwiting of
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group-termlife insurance on the enployee's life to which the rule of
i nclusion set forth in section 79(a) applies.

(2) Dependent coverage. An anpunt equal to the cost of group-term
life insurance on the life of the spouse or other fam |y menmber of the
enpl oyee which is provided under a policy of group-termlife insurance
carried directly or indirectly by his enployer is not subject to the
provi sions of section 79 since it is not on the life of the enpl oyee.
See paragraph (d)(2)(ii)(b) of Sec. 1.61-2 for rules regarding the tax
treatment of such insurance.

(3) Disability provisions. Paynents made for disability benefits
provi ded under a group-termlife insurance contract are considered to
constitute paynments made for accident and health insurance. Thus,
enpl oyer contributions to provide such benefits are excluded from gross
i ncome by reason of the provisions of section 106.

(4) Cost of other benefits. If a benefit described in this paragraph
is provided under a policy under which both the enployer and his
enpl oyees contribute, then, except as otherwi se provided in this
subpar agraph, the enployer and the enpl oyees will be treated as
contributing toward the paynment of such benefit at the sane rate as they
contribute toward the cost of group-termlife insurance on the
enpl oyees' lives. A separate allocation of enployer and enpl oyee
contributions for such benefits is perm ssible only if--

(i) Such separate allocation is set forth in the group policy and is
applicable to all the enpl oyees covered under such policy;

(ii) Such separate allocation is followed in transactions between
the insurer and the group-policyhol der; and

(iii) The allocation set forth in the policy satisfies the
requi renents of the law of the jurisdiction which is applicable to the
contract regarding any mninmm or maxi mum contribution rate by the
enpl oyer or the enployees.

(Secs. 79(c) and 7805 of the Internal Revenue Code of 1954 (78 Stat. 36,
26 U.S.C. 79(c); 68A Stat. 917, 28 U.S.C. 7805))

[T.D. 6888, 31 FR 9203, July 6, 1966, as anmended by T.D. 7623, 44 FR
28800, May 17, 1979; T.D. 7924, 48 FR 54595, Dec. 6, 1983; T.D. 8273, 54
FR 47979, Nov. 20, 1989; T.D. 8424, 57 FR 33635, July 30, 1992; T.D



8821, 64 FR 29790, June 3, 1999]



